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An AICPA publication for the local firm

GOVERNMENT WORK—FERTILE TERRITORY FOR PRACTICE DEVELOPMENT
One often overlooked source of additional work for
small CPA firms is in the area of government con
tracts. These contracts may be with such diverse
groups as federal agencies, state, county or local
governments or with nonprofit and quasi-govern
mental organizations such as school districts, plan
ning districts and other recipients of grant or
contract funds.
Most government auditing and consulting work is
awarded on a bid basis. This means that the usual
methods of practice development such as referrals
from bankers, attorneys and present clients are not
applicable in obtaining this type of work. Instead,
one has to know how to find out about the contracts
and how to bid on them.
The first step in doing this is to determine areas
where you have particular experience or an estab
lished client base. For example, if some of your cli
ents are nonprofit organizations that receive state
education funds, then the state department of edu
cation may be a logical source of additional
business.
Once you have decided which agency to target,
make an appointment with the grant officer or fiscal
manager to discuss the types of programs admin
istered by the agency and the possibilities for audit
or consulting work. Be sure to have your firm’s name
placed on the mailing list for any requests for pro
posals or invitations for bids.
After the initial contact has been established,
maintain communication through periodic follow
up. Although contracts are usually awarded on a
competitive basis, it does not hurt for the evaluator
to recognize the firms name. Keep in mind that if
you have not learned about a request for proposal or
invitation for bid before it hits the streets, you have
not been laying the proper groundwork with the
agency with which you wish to do business.
When you receive a request for proposal, read the
instructions carefully. Determine what the agency is

requesting and whether or not this is within your
area of expertise. Check when the services are to be
provided. You need enough time to prepare an ade
quate proposal and must also be able to fit the work
into your staff schedule. You should also make sure
that the proposal does not contain any provisions
concerning the payment of fees or progress billings
that are unacceptable to your firm.
Governmental agencies use several types of bid
ding procedures. These include
□ An invitation for bid (IFB). This requires sub
mission of a sealed bid which is opened pub
licly at a specified time and date. The contract
must be awarded to the lowest bidder. Techni
cal qualifications and expertise are not
considered.
□ A request for proposal (RFP). This is used when
an agency cannot provide exact specifications.
The RFP requires the bidder to describe how a
project will be carried out and what the costs
will be. Generally, the proposal is evaluated on
both the technical and price aspects.
□ Negotiation with only one source. If the goods or
services to be provided are proprietary or cost
below certain dollar limits, contracts may be
awarded on a sole-source basis.
Once the decision has been made to respond to the
IFB or RFP, answer every question and supply all
information sought. It is best to complete the sec
tions in the sequence presented because this is usu
ally the order of the evaluation points. Don't try to
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sell the agency what you think they need; just re
spond to the stated request for specific services. If it
is determined that the original scope was not appro
priate after the award of the contract, it may be
possible to negotiate a change in the scope of the
work.
There are several sources of information on gov
ernment procurements. All federal agencies
throughout the U.S., not just in Washington, D.C.,
are required to list needed goods and services in the
Commerce Business Daily* Non-national firms need
not fear the competition of the larger firms simply
because the procurement is being made by the
federal government. Many of the audit and con
sulting contracts are "small business set asides.”
This means that the competition is restricted to
firms with average annual billings of under $2 mil
lion annually for the preceding three years.
Each state, county and city generally selects a
local newspaper where notices of solicitation for
bids are printed in the classified section. In addi
tion, most of these entities will also have lists on
which you can have your firms name placed for
automatic mailings. Some states also provide a sub
scription service of the listing of procurements. If
there is any fee at all, it will be nominal.
Governmental agencies can be very good clients,
both in terms of the size of the contracts and the
repetitive nature of the procurements. They do re
quire that you rebid on the contracts annually or
biannually, but as your experience grows, the odds
of your being awarded the contract increase.
These agencies should obviously receive the same
degree of service and responsiveness that all clients
receive. Contract fees have been increasing in the
last few years and, therefore, government clients
should not be looked upon as summer or filler work
but as an excellent source of new and continuing
business for your firm.
—by Linda K. Cheatham, CPA
Madison, Wisconsin
*Commerce Business Daily, Superintendent of Documents, Gov
ernment Printing Office, Washington, D.C. 20402. Phone: (202)
783-3238, $175/year (first class), $100/year (second class).

Fast Colors
Have you ever thought about all the time everyone
spends going through the client files to select the
right folder? Benjamin S. Daniel, a Chicago practi
tioner, says that over the years his firm developed a
system which greatly hastens selection. It uses dif
ferent colored folders for designated purposes and
files the folders in the same sequence for each client
as follows:

File folder sequence
(front to back)
Correspondence
Special
Payroll taxes
Permanent
Insurance
Fixed assets
Current-year working papers

File folder
color code
Pink
Brown
Purple
Green
Orange
Yellow
Blue

Individual income taxes
(Separate file drawer)
Federal
State

Blue
Red

Corporation, partnership
and trusts
Federal
State
Other

Orange
Yellow
Purple

Mr. Daniel says that everyone becomes aware of
the color code after a while and automatically se
lects the right folder. If other readers have ideas or
procedures that facilitate running an accounting
practice, please send them along to us.
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Highlights of Recent Pronouncements

FASB Statements of Financial
Accounting Standards (SFASs)
No. 72 (February 1983), Accounting for Certain Ac
quisitions of Banking or Thrift Institutions
□ Amends APB Opinion no. 17, Intangible Assets,
regarding the amortization of the unidentifi
able intangible asset recognized in certain
business combinations accounted for by the
purchase method. If, and to the extent that, the
fair value of liabilities assumed exceeds the
fair value of identifiable assets acquired in the
acquisition of a banking or thrift institution,
the unidentifiable intangible asset recognized
generally shall be amortized to expense by the
interest method over a period no longer than
the discount on the long-term interest-bearing
assets acquired is to be recognized as interest
income.
□ Specifies that financial assistance granted to
an enterprise by a regulatory authority in con
nection with a business combination shall be
accounted for as part of the combination if
receipt of the assistance is probable and the
amount is reasonably estimable.
□ This Statement applies prospectively to busi
ness combinations initiated after September
30, 1982.
No. 71 (December 1982), Accounting for the Effects of
Certain Types of Regulation
□ Supersedes the Addendum to APB Opinion no.
2, Accounting Principles for Regulated Indus
tries, and amends certain APB Opinions, FASB
Statements and Interpretations.
□ Provides guidance in preparing general pur
pose financial statements for most public util
ities. Certain other companies with regulated
operations that meet specified criteria are also
covered.
□ Applies to fiscal years beginning after Decem
ber 15, 1983. Accounting changes shall be ap
plied retroactively with certain exceptions.

No. 70 (December 1982), Financial Reporting and
Changing Prices: Foreign Currency Translation
□ Amends FASB Statement no. 33, Financial Re
porting and Changing Prices, because of
changes in the method of translating foreign
currency financial statements set out in FASB
Statement no. 52, Foreign Currency Translation.
□ Exempted from FASB Statement no. 33's re
quirements to present historical cost informa
tion measured in units of constant purchasing
power an enterprise that measures a signifi
cant part of its operations in functional curren
cies other than the U.S. dollar.

□ States that operations that use functional cur
rencies other than the U.S. dollar should mea
sure current cost amounts and increases or
decreases therein in the functional currency.
Allows use of either U.S. CPI (U) or functional
currency general price level indexes.
□ Applies to fiscal years ending after December
15, 1982 for which an enterprise has applied
FASB Statement no. 52.

No. 69 (November 1982), Disclosures about Oil and
Gas Producing Activities
□ Amends FASB Statements nos. 19, 25, 33 and
39.
□ Requires publicly traded enterprises to dis
close supplementary information about re
serve quantities, certain capitalized costs,
certain costs incurred, certain results of opera
tions, and a standardized measure of dis
counted future net cash flows related to proved
reserves.
□ Permits historical cost/constant dollar mea
sures to be used for changing prices informa
tion when presenting current cost information
about oil and gas mineral interests.
□ Applies to fiscal years beginning on or after
December 15, 1982.
No. 68 (October 1982), Research and Development
Arrangements
□ Requires that a company determine whether it
is obligated only to perform contractual re
search and development for others, or whether
it is obligated to repay any of the funds
provided. If the company is obligated to repay
the funds, it must record a liability and charge
research and development costs to expense as
incurred.
□ Requires that a company whose obligation is
limited to performing research and develop
ment services for others shall disclose the
terms of significant agreements under the ar
rangement as of the date of each balance sheet
presented, as well as the compensation earned
and contract costs incurred for each period for
which an income statement is presented.
□ Applies to research and development arrange
ments entered into after December 31,1982.

No. 67 (October 1982), Accounting for Costs and Ini
tial Rental Operations of Real Estate Projects
□ Extracts the specialized accounting principles
and practices from certain AICPA Statements
of Position and an Industry Accounting Guide.
Establishes whether cost associated with ac
quiring, developing, constructing, selling and
renting real estate projects should be
capitalized.
Practicing CPA, August 1983
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□ Provides guidance on the appropriate methods
of allocating capitalized costs to individual
components of the projects; and establishes
that a rental project changes from nonoperat
ing to operating when it is substantially com
pleted and held available for occupancy.
□ Applies to costs of real estate projects incurred
in fiscal years beginning after December 31,
1982.
No. 66 (October 1982), Accounting for Sales of Real
Estate
□ Adopts the specialized profit recognition prin
ciples in certain AICPA Industry Accounting
Guides and Statements of Position; and estab
lishes accounting standards for recognizing
profit or loss on sales of real estate.
□ Specifies criteria for sales of real estate to be
met for full accrual accounting and when other
methods should be followed.
□ Applies to real estate sales transactions en
tered into after December 31, 1982; the re
quired disclosures should be provided in
financial statements for periods ending after
December 15, 1982.

Statements on Auditing Standards
No. 44 (December 1982), Special-Purpose Reports on
Internal Accounting Control at Service Organizations
□ Provides guidance on the independent audi
tor's use of a special-purpose report on certain
aspects of internal accounting control of an
organization that provides certain services to a
client whose financial statements he has been
engaged to examine.
□ Applies to examinations of financial state
ments for periods beginning after December
31,1982, and for independent accountants’ spe
cial-purpose reports on internal accounting
control as of a date after December 31,1982, or
for a period ending after that date.
No. 43 (August 1982), Omnibus Statement on Audit
ing Standards
□ Amends certain paragraphs in SAS no. 1, Cod
ification of Auditing Standards and Procedures,
related to generally accepted auditing stan
dards; the auditors study and evaluation of
internal control; inventories held in public
warehouses; variations in presentation of the
statement of changes in financial position;
controls and auditing procedures for owners
goods stored in public warehouses.
□ Amends certain paragraphs in SAS no. 2, Re
ports on Audited Financial Statements; no. 5,
The Meaning of “Present Fairly in Conformity
with Generally Accepted Accounting Principles"
in the Independent Auditor’s Report; no. 38, Let
Practicing CPA, August 1983

ters for Underwriters and no. 39, Audit Sam
pling—delays effective date to June 25, 1983.
□ Applies to examinations of financial state
ments for periods ended after August 31,1982,
except for the amendment to SAS no. 39, which
is effective retroactively to June 25, 1982.
No. 42 (August 1982), Reporting on Condensed Finan
cial Statements and Selected Financial Data
□ Provides guidance on reporting in a client-pre
pared document on (a) condensed financial
statements that are derived from audited fi
nancial statements of a public entity that is
required to file completed audited financial
statements with a regulatory agency; and (b)
selected financial data that are derived from
audited financial statements of either a public
or nonpublic entity and that are presented in a
document that includes audited financial
statements.
□ Applies to accountants’ reports dated on or
after September 30,1982, on condensed finan
cial statements or selected financial data.
Statement on Standards for
Accounting and Review Services
No. 5 (July 1982), Reporting on Compiled Financial
Statements
□ Amends the reporting standard and example
set forth in paragraphs 14(a) and 17 of State
ment on Standards for Accounting and Review
Services no. 1.
□ Applies to periods ending on or after December
31, 1982.
Statements on Standards for
Management Advisory Services
No. 3 (November 1982), MAS Consultations
□ Provides guidance on the application of cer
tain of the general standards set forth in
SSMAS no. 1, Definitions and Standards for
MAS Practice, to MAS consultations.
□ Establishes certain technical standards ap
plicable to MAS consultations.
□ Applies to MAS consultations occurring after
May 1, 1983.
No. 2 (November 1982), MAS Engagements
□ Provides guidance on the application of cer
tain of the standards set forth in SSMAS no. 1
to MAS engagements.
□ Discusses the nature of MAS engagements,
professional competence, planning and super
vision, sufficient relevant data, role of the prac
titioner, understanding with client, client
benefit and communication of results in MAS
engagements.
□ Applies to MAS engagements undertaken on or
after May 1, 1983.
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How To Value Your Firm's Services

rule-of-thumb measurements for determining fees
have fallen by the wayside during the last few
years—that figures such as two percent of monthly
salary per hour or multipliers such as three and one
half times hourly salary are no longer valid. He
thinks partners should net 45-50 percent of gross
billings.
The following ideas for valuing a firm’s services
are based on Mr. Winfrey’s presentation.
There are a number of cost items that should be
considered when determining fees. Start with the
overhead—CPE for example, the costs of which can
be very high. Other expensive items are staff sal
aries and liability insurance. Then, of course, you
must earn an adequate return on capital and, be
cause retirement is such a big threat to local firms,
you must consider the cost of funding pensions.
Start new staff members at a break-even rate to
avoid having write-downs. Then, raise the rate every
three months and get them up to retail after they
have been with the firm for a year. Price paraprofes
sionals internally at the same multiple as profes
sionals. Paraprofessionals work hard, don’t spend
time theorizing and can often play a major role in
the firm. Don’t charge directly for clerical services
because of the tendency for every miniscule job to be
recorded and billed to the client. Instead, put a one
to two percent rate surcharge on the professionals.
Is some work worth more than other work? Gener
ally speaking, the answer is yes. However, a lot de
pends on the type of practice you have and the

When clients buy a CPA firm’s services, they are not
just buying accountants' time, they are also buying
their accumulated knowledge and experiences. In
effect, clients don’t buy audits or tax work; they buy
order or credibility or freedom from anxiety. If a
CPA firm is dependable and can deliver on time,
clients are often willing to pay a premium for its
services.
At the AICPA small firm conference last year, J.
Wayne Winfrey, a Dallas, Texas practitioner, ex
plained how in the mid-1970s, he and his partners
came to the conclusion that as a small firm of 12
people, they could not be all things to all clients and,
instead, should concentrate on specific areas. When
they looked at their clients’ industry codes, they
found that many of them were in the real estate,
construction, oil and gas and financial industries, or
else they were substantial investors or profession
als. As a result, they decided to limit their practice
to these groups and to direct their marketing efforts
toward them. The partners resolved to stress value
in their services to clients which would yield a high
fee structure. They also aim for 15 percent growth in
billable hours each year and to achieve these goals
need staff accountants who can earn their way from
their first day with the firm. Consequently, the firm
doesn’t hire beginning accountants, but uses the
AICPA Accounting Testing Program for preliminary
evaluations of trained accountants.
Mr. Winfrey said that the firm believes that the old

How do I bill thee? (Let me count the ways)*

Annual salary ($)

18,000
18,000
18,000
18,000
18,000
18,000
18,000
18,000
18,000
18,000
18,000

÷
(Hours)

Multiplier

2,080
2,080
2,080
2,080
1,700
1,700
1,700
1,700

2
2½
3
3½
2
2½
3
3½

Other

§
||

Hourly rate ($)

Potential
annual
billing† ($)

Contribution
to firm's
gross profit

17.31
21.64
25.96
30.29
21.18
26.47
31.76
37.06
30.00
27.00
22.50

29,423
36,779
44,135
51,490
36,000
45,000
54,000
63,000
51,000
45,900
38,250

11,423
18,779
26,135
33,490
18,000
27,000
36,000
45,000
33,000
27,900
20,250

*Note: The above chart is hypothetical and should be viewed for illustrative purposes only.
† Assumes 1,700 billable hours per year
‡ 2% of monthly salary, per hour
§ .0015 of annual salary, per hour
|| An hourly rate of 1% of annual salary

Practicing CPA, August 1983
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market area in which you are situated. Multiple
rates seem to have fallen out of favor. However, if you
do have multiple rates, don’t tell clients what your
minimum fee is or they will all want it. Many inno
vative things can be done regarding product pricing,
though. For example, accountants have been doing
financial planning for years but have not marketed
this service as professional financial planners have
done.
Setting fees for proprietors, partners, share
holders and officers is difficult. You can start by
setting the fees the same way you set staff fees and
see how that works out. This means keeping in mind
all the other factors in addition to your allocated
"salary." Most partners set their fees too low consid
ering the experience they are bringing to the en
gagement.
While there are difficulties, there are also oppor
tunities in fee setting. For example, don’t overlook
the giveaway syndrome. Accountants tend to give
answers to complicated questions at lunch, on the
phone or at other inappropriate times. Instead, say
something like, "Yes, it is an interesting question.
Let me research it for you.” Then, put the answer in
writing and to capitalize on your time and experi
ence, send a bill for it.
It is important to let people know how you want to
be treated at the first meeting. Tell them what your
firm charges for your time (give them the average fee
for work) and ask if it is a problem. If the answer is
no, explain that you bill twice a month and expect to
be paid by return mail. If the client is late paying, get
your bookkeeper to call and ask if there is a problem.
As a partner, don't do work someone else should
be doing. Teach staff how to do as much as possible
and put a high rate on all partners so that they can’t
afford to do these jobs. Also, if you have a pet client,
let one of your partners evaluate what the engage
ment is worth and do the billing.
You should have a billing control system to avoid
different clients being billed different rates for the
same work. Have every bill checked by the manag
ing partner before it goes out; then you are more
likely to realize standard. And keep in mind that
nowhere is it written that an hour's work has a
maximum dollar value.
There is an art to drafting and collecting a bill. If
clients know what the rate is before you start the
engagement and you have verified that this presents
no problem to them, collecting the bill is going to be
much easier. Clients must know everything that was
done on the engagement and why, and you must
make sure that change orders are communicated.
Do a postmortem on previous engagements and
send the clients a management letter pointing out
that they have not taken advantage of this or that.
Practicing CPA, August 1983

The AICPA Accounting Testing
Program
The AICPA Accounting Testing Program has
been developed by the Institute to help educa
tors, CPA firms and business organizations
evaluate students and accounting staff. Em
ployers of accounting personnel can use the
information provided by the program when
making personnel decisions regarding employ
ment of new staff, and in the training, place
ment and promotion of present staff. The test
results can also be used by educators when
advising students who are considering an ac
counting career and when checking the apti
tude and progress of students.
The program includes tests for accounting
aptitude, orientation and two levels of achieve
ment. The AICPA tests are developed in con
sultation with psychometrists who are trained
in issues of test validity. Ongoing studies are
conducted to demonstrate the predictive
power of the aptitude, orientation and levelone achievement tests, and the relationship of
the level-two achievement test to actual ac
counting practice.
Further information about the accounting
testing program may be obtained from:
AICPA Testing Project Office
The Psychological Corporation
7500 Old Oak Boulevard
Cleveland, Ohio 44130
(216) 234-5200

This is a good way to expand services to present
clients and is an area where a word processor can be
really useful.
Finally, get staff involved in the billing process—
they know the details about every engagement.
Make sure you cover all expenses such as long-dis
tance calls, and if you use a tax service, make a profit
on the deal. Don’t just swap dollars or be a banker
for clients.
While locale is an important factor when setting
fees, it is not an exclusive consideration. To obtain a
high fee structure, first develop expertise in a given
service area and then build your image as a special
ist by providing quality and timely service. While
you might suffer from competition with lowerpriced firms in the short term, in the long run you
are bound to benefit.
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Staff/Partner Ratios
Average staff-to-partner ratios*

What is the right staff/partner ratio for a local CPA
firm? The answer to that question is that no one
ratio is right for all firms because of the differences
in the types of practices. The right ratio for a highly
developed audit practice, for example, will nor
mally be different from what is best for a firm that
provides monthly accounting services. Although
having the right balance between the numbers of
partners and staff can be important to the success of
a practice, this is not always easy to achieve.
Often, staff motivation and turnover can become a
problem if staff perceive that partnership oppor
tunities are limited at a firm. Clients can become
disenchanted, too, if they seldom have contact with
partners. Firm growth, particularly through spe
cialization, is seen as a way that firms can encourage
younger partners and staff members by providing
them with personal growth opportunities.
However, partnership growth must be planned. A
firm must have a clearly defined need for a partner
with particular skills and the individual must be
selected very carefully if a lot of time is not to be
spent on partnership problems. At an AICPA MAP
conference on partnerships two years ago, the part
ner of one firm described how he and his partner
had thought about these problems and decided to
take a somewhat different tack from most firms.
Early on, the two partners decided that the
quality of life of its people was important as well as

Average no.
professional
staff

Annual
billings ($)

StafftoAverage no. partner
partners
ratio

250,000 to
500,000

4.00

2.32

1.72

500,000 to
1 million

7.64

3.46

2.21

1 million to
1.5 million

13.11

5.11

2.57

1.5 million to
2 million

19.79

6.50

3.04

2 million to
3 million

27.76

7.18

3.87

over 3 million

50.92

14.00

3.64

*Based on responses of 168 attendees at the 1982 AICPA
practice management conferences.

the quality of services offered by the firm, and that
the firm they developed would remain closely held.
At the time of the MAP conference, some 20 years

Survey of owners’ income*
Average number
of partners

Average income of the
highest paid partner ($)

Average income of the
lowest paid partner ($)

Average income
per partner ($)

250,000 to
500,000

2.4

62,800

49,400

55,800

500,000 to
1 million

3.6

91,600

56,600

75,000

1 million to
1.5 million

5.0

138,000

55,900

93,100

1.5 million to
2 million

6.9

137,300

66,500

102,500

2 million to
3 million

8.2

129,900

55,500

97,400

11.6

152,500

52,700

95,100

Gross fees ($)

over 3 million

*Based on responses of 147 attendees at the 1982 AICPA practice management conferences.
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later, the firm had grown to almost $1.5 million in
gross billings, had a total staff of 46 people, yet was
still a two-partner practice.
Quite obviously, the composition of the services
provided to clients and the ability to keep staff
happy are crucial elements in the success of this
practice. Opinion audits comprise a relatively small
part of total billings, the bulk coming from control
lership-type functions and computer services. The
firm tries to be its own best client, too, and overtime
and evening meetings with clients are kept to a
minimum.
To attract and keep the type of people you need in
your firm, you have to be open about your part
nership philosophy when recruiting. If partnership
opportunities are limited, tell candidates but also
point out any offsetting advantages the firm can
offer. These advantages might include inducements
such as a very competitive salary structure, early
client assignments and responsibilities or unusual
opportunities for advancement.
While the nature of the various practices is not
evident from the surveys, you might find it interest
ing to compare your staff/partner ratio and other
statistics with those in the exhibits.

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

MAS and MAP Opportunity Combined
The MAS Small Business Consulting Conference
will be held at the Las Vegas Hilton on October 19,
the day preceding the start of the AICPA's small firm
conference at the same location. The sessions offered
are

□ Small business consulting—developing MAS
consultations into MAS engagements.
□ Helping small business clients obtain funds—
identifying clients needs and assisting in secur
ing funds.
□ Assisting small business clients plan for the fu
ture—utilizing a method which is affordable to
even the smallest business.
□ Helping small business clients maximize prof
its—techniques for pinpointing problematic
and promising areas of a clients operations.
□ Personal financial planning—an approach by
which practitioners can help clients.
□ Microcomputer applications in small business
consulting—the use of appropriate hardware
and software.
For additional information, contact the AICPA
meetings department in New York (212) 575-6451.
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